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INTRODUCTION 


Canada is in the grip of serious inflation. 


If this inflation continues or gets worse there is a grave danger that 
economic recovery will be stifled, unemployment increased and the nation 
subjected to mounting stresses and strains. 


It has thus become absolutely essential to undertake a concerted national 
effort to bring inflation under control. 


There are no simple or easy remedies for quickly resolving this critical 
problem. The inflationary process in Canada is so deeply entrenched that it can 
be brought under control only by a broad and comprehensive program of 
action on a national scale. 


This paper outlines the measures being proposed by the federal govern- 
ment and the obligations that the provincial governments and Canadians 
generally are being asked to assume. 


Our continuing commitment as a nation to the goal of achieving price 
stability must be seen as part and parcel of our continuing commitment to the 
goal of achieving high and stable levels of employment and real incomes. 


THE PROBLEM CONFRONTING US 


The problems that inflation creates were clearly spelled out in the budget 
of June 23, 1975: 


In its present cost-push form, inflation threatens to price our goods out of 
world markets and to lessen the capacity of our business firms to expand 
their operations. It disrupts financial markets and impairs rational planning 
by business and government. It undermines the effectiveness of the 
traditional instruments of demand management policy to keep the econo- 
my on course. When inflation reaches a certain point, the stimulation of 
spending may simply lead to higher prices rather than more goods and 
more jobs; in the longer run, it actually makes unemployment worse. 


Not only that, but inflation ultimately inflicts grievous damage to the fabric 
of society. It lowers the living standards of those on fixed incomes, 
including pensioners. It leaves people without reliable, understandable 
guideposts by which to arrange their economic affairs. It injects grave 
uncertainty into decisions on family budgets, housing, savings and provi- 
sion for old age. It provokes deep frustration, social tension and mistrust 
of private and public institutions. Collective bargaining is embittered. 
Industrial relations are damaged. We in Canada are already beginning to 
live some of these experiences. 


Inflation is a dynamic process which feeds upon itself. In the absence of 
strong measures to bring it under control, the kind of severe and prolonged 
inflation we have been experiencing tends to generate expectations of further 
inflation and defensive responses to these expectations which, unfortunately, 
serve only to confirm them later on. 


The risk has mounted that both the rate of inflation and the rate of 
unemployment will rise in the months and years ahead if no decisive action is 
taken. This is unacceptable to the government. The evidence of widespread 
and deep-seated concern in the country shows that it is unacceptable to all 
Canadians. 


The severity of the problem is compounded by the need for further 
increases in the relative prices of some forms of energy, of some commodities, 
and perhaps of some classes of rents if necessary supplies of energy, com- 
modities and rental housing are to be forthcoming. In addition, the steepness 
of the increase of average wages over the recent past means that those groups 
that have not had recent adjustment have tended to fall seriously behind. They 
will have to have some chance to catch up. Thus, we have to get the average 
rate of increase of prices and incomes down while allowing these particular 
increases in prices and incomes to occur. 


Faced with this situation, the problem is not just to get over the worst of 
our current troubles, difficult as that is likely to prove. It is to reduce inflation in 
ways that do not store up further trouble for the future, and to find ways of 
improving the structure of our economy so that the same troubles do not recur. 


THE GOVERNMENT’S PROGRAM FOR ATTACKING INFLATION 


The program that the government is setting in motion has four main 
elements: 


(1) Fiscal and monetary policies aimed -at increasing total demand and 
production at a rate consistent with declining inflation. 


(2) Government expenditure policies aimed at limiting the growth of public 
expenditures and the rate of increase in public service employment. 


(3) Structural policies to deal with the special problems of energy, food 
and housing, to ensure a more efficient and competitive economy and to 
improve labour-management relations. 


(4) A prices and incomes policy which establishes guidelines for respon- 
sible social behaviour in determining prices and incomes of groups, 
together with machinery for administering these guidelines and ensuring 
compliance where necessary. 


The government is convinced that the full participation of provincial 
governments and of the major interest groups in the community will be 
essential to the success of this program of action. As an integral part of the 
program, intensive consultations with the provinces and with representatives of 
business, labour and other interest groups are being arranged. The govern- 
ment is entering into these consultations anxious to hear the views and 
suggestions of others for improving the program. 


FISCAL AND MONETARY POLICIES 


The success of the government’s whole program for achieving a progres- 
sive lowering of the rate of inflation, together with a sustained recovery of the 
growth of output and employment, will depend crucially on its success in 
keeping the over-all level of demand in the economy growing at a pace 
consistent with successively lower rates of price increase. 


This is the central task of fiscal and monetary policy. The government has 
repeatedly emphasized its rejection of the use of severe monetary and fiscal 
restraint to stop inflation at heavy immediate cost in terms of unemployment 
and foregone output. it also rejects the notion that the guidelines will allow 
fiscal and monetary policy to be directed solely at the unemployment aspect of 
the current problem. Lowering the rate of inflation and reducing the level of 
unemployment must go hand in hand, and can only be gradual. It is essential 
for the success of any prices and incomes policy to avoid too rapid a rate of 
growth of demand and the development of excess pressure on resources. In a 
situation in which inflationary expectations are still unsettled, a monetary policy 
which permitted excessively rapid expansion of the money supply in an attempt 
to produce artificially low interest rates could not succeed. It would, in fact, be 
counterproductive. The government’s clear determination not to accommodate 
continued high or increasing inflation must be embodied not only in prices and 
incomes policy, but also in the settings of fiscal and monetary policy. 


The fiscal stance set in the June 23, 1975 budget, together with the 
announced intention of the Bank of Canada to allow the money supply to 
expand at a rate consistent with moderate real growth and a decline in the rate 
of inflation, constitutes an over-all demand management policy consistent with 
these objectives. 


GOVERNMENT EXPENDITURE POLICIES 


In recent years, the federal government has introduced many new pro- 
grams and expanded existing programs for the benefit of Canadians. Inevitably 
these steps have been reflected in rising expenditures. In particular, the federal 
government has endeavoured to offset the effects of inflation on those most 
vulnerable to it by amending much of its social welfare legislation so that 
payments of many benefits rise automatically with the cost of living. The federal 
budget has also borne a major portion of the cost of unemployment insurance. 


The rising trend of increasing government expenditures has not been 
unique to the federal level of government. 


GOVERNMENT EXPENDITURES AS A PER CENT OF THE GROSS 
NATIONAL PRODUCT 


(exclusive of intergovernmental transfers) 


1965 1970 1971 1972 1973 1974 


Total federal govern- 


ment 12-9 13.8 14.0 15.0 14.6 16.1 
—excluding _ trans- 
fers to persons 8.7 9.1 9.0 9.0 8.8 9.9 
Total provincial govern- 
ments 6.8 10.2 11.2 ie 10.8 11.3 
—excluding _ trans- 
fers to persons 5.0 fal 7.9 8.1 7.8 §.3 
Total iocal govern- 
ments 8.1 9.4 9.1 8.8 8.3 8.3 
Hospitals 2.1 2.8 2.9 2.8 (adh 2.8 
Pension Plans — fs 2 3 BS 4 
Total all governments 29:9 36.4 377 38.2 37.0 39.1 


Source: Statistics Canada, ‘“‘National Income and Expenditure Accounts’”’. 


This table shows that the expenditures of all governments have risen faster 
than the economy as a whole. But especially at the federal level, the growth has 
been most concentrated in transfers to persons, such as pensions, family 
allowances and unemployment benefits. Other kinds of federal expenditure 
maintained an almost constant 9 per cent relationship to the gross national 
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product until 1974. Since then they have been rising largely because of the 
subsidy on imported oil. 


A very large proportion of the federal government’s expenditures are 
made under statutory programs, and other arrangements where there is little 
flexibility. 


Some 56 per cent of the budgetary expenditures approved for the start of 
the fiscal year 1975-76 were for payments under statutory programs. These are 
detailed in the following table. 


($ Millions) 
STATUTORY PAYMENTS 
Old Age Security and Guaranteed Income Supple- 
ment 3,969 
Interest on the public debt 3,575 
Fiscal transfers to provinces 2,469 
Family allowances 2.00% 
Hospital care 1,546 
Unemployment insurance—government cost 890 
Medicare 862 
Canada Assistance Plan 701 
Post-secondary education assistance oti 
Military pensions 330 
Railway subsidies—maintenance of branch lines 196 
Payments to Quebec in lieu of conditional grants 156 
Other statutory expenditures (crop insurance; guar- 
anteed loans; forgiveness of winter works loans; 
salaries and pensions for judges, senators, and 
members of parliament; RCMP pensions; etc.) 664 
Total 17,876 


Contractual payments such as payments to the provinces under the 
manpower training program and certain CMHC housing and sewage programs, 
and fiscal transfers to the territories account for a further 3 per cent of 
expenditures. 


Another 3 per cent is accounted for by formula payments, such as 
veterans pensions and aid to developing countries. 


Another 9 per cent is accounted for by such essential support programs as 
consumer subsidies on petroleum products, programs relating to Indians and 
Eskimos, grants for regional economic expansion, and manufacturing milk 
subsidies to farmers. 


The defence program accounts for another 8 per cent. 


The operating deficits of the Crown corporations such as the CBC, Atomic 
Energy of Canada, etc., account for a further 2 per cent. 


All other expenditures, including the construction of public buildings, the 
operation of the Post Office and airports, the RCMP, inspection services and 


all the other costs of running the government account for only 19 per cent of 
expenditures. 


Thus there is little scope for the government to reduce expenditures—or 
the growth in expenditures—without affecting one or more of the following: 


— transfer payments which directly affect the welfare of individuals, 
equalization payments to provinces and other transfers paid to prov- 
inces as a one-half share of their major social programs; 


— programs of essential support such as those designed to assist 
research and development, to help the development of our native 
peoples, to cushion the impact of rising international oil prices or to 
assist agriculture; 


— the quality or quantity of service to the public. 


The scope for such action has been further reduced by the cuts in 
expenditures and manpower already announced in the budget of June 23, 
not >: 


Nevertheless, the government will endeavour to avoid an increase in the 
total numbers employed in the public service of Canada, despite the unavoid- 
able and desirable increases in the Post Office, the penitentiaries, the RCMP 
and elsewhere. All of these requirements arise out of the demands of the public 
for better service and protection. 


Statistics Canada data on numbers on the payroll show that the rate of 
growth in public service employment in the period since 1969 has been 
somewhat higher at the provincial and local levels of government than at the 
federal level. For its part, the federal government has decided that the growth 
in the authorized level for the federal public service in 1976-77 will be held to 
1.5 per cent over the level authorized in the 1975-76 Main Estimates. ; 


This is in marked contrast to the average of about 7 per cent for the two 
years ending 1974-75 and the 4.1 per cent authorized for 1975-76. The 
equivalent of about one percentage point of the 1975-76 growth was taken 
away through the freezing of close to 3,000 man-years at the time of the June 
23 budget. 


Within the 1976-77 growth limit, it will be necessary to accommodate: 


a) additional personnel necessary in connection with the economic 
measures; 


b) additional personnel for police and penitentiaries; and 
c) some expansion in certain essential services. 


This can only be done by first reducing the authorized man-years in all 
departments for 1976-77 below that originally authorized for 1975-76. In fact 
only those given additional resources for economic measures, for the mainte- 
nance of peace and order or for the provision of essential services will show 
any growth. The majority of the departments will have fewer man-years in 
1976-77 than in 1974-75. 


The President of the Treasury Board will also issue directives prohibiting 
the normal replacement of office furniture, the use of first-class air travel and 
suspending the normal schedules for replacement of departmental automo- 
biles. He will also require the re-imposition of the 10 per cent reduction in 
travel expenditures and expenditures on consultants. 


Despite the limited scope for reductions in expenditures as outlined above, 
the federal government is determined to effect further economies wherever 
possible. It is also determined to participate with other governments in 
endeavouring to avoid increases in tax rates and to limit borrowings—indeed 
to move to a position where both the burden of taxation and the need for 
borrowing can be reduced. The federal government shares the view that the 
trend of total spending by all governments in Canada should not rise more 
quickly than the trend of the gross national product. 


STRUCTURAL POLICIES 


There are several structural problems which need to be addressed in a 
comprehensive anti-inflation program. The first relates to the need for substan- 
tial upward adjustment in particular areas of the price structure if adequate 
new supplies are to be forthcoming. The second relates to the need for more 
competition and flexibility in the economy. The third relates to the need to 
improve labour-management relations. 


The situation in the energy field provides perhaps the clearest illustration 
of the difficult problems that must be overcome in finding and maintaining the 
right balance between a general policy of lowering the overall inflation rate and 
the need to permit an orderly upward adjustment of the relative prices of 
certain important products and services. 


The underlying trends in world energy demand and supply have brought 
on an era of much higher relative prices for energy throughout the world. Major 
structural shifts in patterns of production and consumption towards using less 
energy per unit of national activity are required everywhere. Major efforts are 
also required to develop and exploit energy supplies efficiently and to limit 
further increases in the real cost of energy in the future. Facing consumers and 
producers with higher relative prices for energy is the most important single 
policy available to promote more effective use and production of energy. 


The government has recognized the damage which would be created by 
large abrupt increases in the price of energy. But the government has also 
recognized the necessity of allowing Canadian prices of oil and gas to rise at a 
measured pace toward world levels. The degree of urgency has been height- 
ened by the somewhat disappointing reports on Canada’s energy reserves 
which have appeared during the past year. 


As was envisaged in the enactment of the Petroleum Administration Act, it 
will continue to be the policy of the government to permit the price of energy to 
rise in a series of orderly steps. But in present circumstances, it is even more 
important to find other ways of reducing the consumption of these scarce 
resources. Thus energy conservation programs will be intensified. 


The future supply of housing also requires special policy attention within 
the program to fight inflation. There is clearly a need for more housing, both 
Owner-occupied and rental housing, particularly for people of low and moder- 
ate incomes. To have a reasonable level of residential construction, there must 
be adequate incentives for builders to undertake new projects at prices, rents 
and carrying costs that people of low and moderate incomes can afford. Rent 
levels that make it unprofitable to build rental housing and mortgage rates that 
make home ownership expensive discourage an adequate supply of new 
housing. Special initiatives in housing policy will be required in these circum- 
stances, and the federal government will shortly be presenting and implement- 
ing further measures in this regard. 
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A particular source of increase in the price of housing has been the 
increase in the price of land. The fundamental answer to this problem is to 
increase the supply of serviced land for housing. Any attempt to control the 
price directly would be incompatible with this objective. Measures to deal with 
this problem, including action by the municipalities to speed up the approval of 
sub-divisions and the provision of services, will be discussed with the 
provinces. 


Similarly, to ensure an adequate supply of food, farmers must be assured 
of a rate of return commensurate with the large investment of labour and 
capital essential to agricultural production. This return should come from the 
market place, but producers must be given some protection against large 
losses arising from highly variable and uncertain markets. They are especially 
vulnerable today as a result of higher and rising production costs. The 
government must, however, be particularly careful not to prevent increases in 
productivity or to impede desirable adjustments. It must also ensure that the 
food handling and processing sector is competitive and efficient. 


Many non-food prices may have become unduly rigid as a result of 
government policies. The federal government intends to focus with some 
urgency on identifying ways in which supply bottlenecks and price rigidities in 
its own area of responsibility can be reduced. 


The government also intends, in concert with provincial governments and 
with the advice of interested private groups, to identify and modify those 
broader aspects of government policies and programs which may have had the 
effect of keeping costs and prices above market levels to an extent which is 
clearly undesirable. 


The process will take time; in the interval, the government will ask each of 
its departments or agencies to assess the probable impact of their policies and 
programs on both short-term and longer-term price trends. 


Competition policy is being improved and strengthened. The government 
hopes that the House and Senate will soon finish work on Phase One of the 
revised Competition Act, and for its part plans to proceed with the introduction 
of Phase Two of the new competition policy—those sections dealing with 
monopoly and mergers—at an early date. Together with a more selective and 
vigorous enforcement policy, Canada’s competition policy should help to 
ensure a more efficient economy working to the benefit of all. 


The government intends to reassess the costs to the private sector of 
many government rules and regulations in the context of their benefits to 
society at large. The government further intends to continue reviewing the role 
of its regulatory agencies. It is important that these agencies, established to 
protect the public interest in matters such as the prices to be paid by the users 
of particular services, should conduct their affairs with an adequate apprecia- 
tion of the broader problems the country faces in bringing inflation under 
control. 


In the case of industrial relations and wage and salary determination, 
labour and management have for many years conducted their affairs relatively 
unfettered under a well-established system of collective bargaining, whereby 
each party strives to obtain the best deal possible for those it represents. In 
more settled economic circumstances the collective bargaining process has 
operated reasonably well. In the current inflationary climate, however, the 
number of friction points has increased. 


The fragmentation of collective bargaining under the present system 
contributes little by way of keeping the broader interest in view. There are no 


fewer than 10,000 local unions in Canada representing some 2.5 million 
members, operating under various federal and provincial enactments. With 
each group striving to obtain what it considers to be its fair share of a limited 
pie and, given this degree of fragmentation, the potential for disruption is 
considerable. In the air industry alone, for example, there are no fewer than 70 
bargaining units, each potentially able to close the industry down at any given 
time at great economic cost and inconvenience to the public. 


The government is aware of the many critical problems that exist at 
present in the area of industrial relations, and in co-operation with the two 
groups directly involved—labour and management—it will seek practical solu- 
tions. The government has established the tripartite Canada Labour Relations 
Council to assist in this effort. 
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PRICES AND INCOMES POLICY 


Legislation, 
Administration 
and Provincial 
Participation 
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The government has concluded that the time has come to implement a 
prices and incomes policy in Canada with the following main characteristics: 


1. Maximum emphasis on voluntary compliance with price and income 
guidelines. 


2. The fullest possible degree of consultation both with the provincial 
governments, whose joint participation is being sought, and with busi- 
ness, labour and other groups. 


3. Provision for statutory enforcement of guidelines in respect of key 
groups. 


4. A determined effort to keep to a minimum the need for detailed 
regulation, reporting, and surveillance and thereby to keep to a mini- 
mum the size of the administrative staff involved. 


A description of the principal features of the legislation, administrative ma- 
chinery and guidelines is contained in the following two sections. 


The government intends to introduce legislation to provide authority to 
require specified groups to restrain prices and profit margins, compensation 
and dividends. While the emphasis of the government’s approach towards 
these specified groups will be to seek voluntary compliance through consulta- 
tion and negotiation, authority will be available to ensure that the public 
interest will prevail. 


The specified groups subject to the legal enforcement of restraint under 
the legislation include the following: 


a) firms which employ more than 500 employees. For this purposes, firms 
are defined to include any group of corporations which would be treated 
as associated corporations under the Income Tax Act of Canada. 


b) firms, any or all of whose employees bargain in association with 
employees of other firms. 


c) firms in the construction industry which employ more than 20 
employees. 


d) the federal government and all its emanations. 


e) participating provincial governments and their emanations including 
municipal institutions. 


f) employees of the entities referred to above. 


g) individuals or other firms that are carrying on a business that is a 
profession. 


The legislation will also provide authority for the Governor-in-Council to 
add to the groups that are subject to the legislation. This power may be 
exercised only if the Anti-Inflation Board referred to below, upon being asked 


by the Governor-in-Council to consider the matter, determines that a group is 
of strategic importance to Canada and recommends that the group be added. 


In order to clarify the guidelines, to monitor their observance and, where 
necessary, to begin the process of bringing certain organized groups or 
individuals under a system of restraint, the government will establish an 
Anti-Inflation Board, initially by Order-in-Council under the Inquiries Act and 
later in the proposed legislation. The terms of reference of the Board will be set 
out in the legislation and will involve: 


—monitoring movements in prices, profits, compensation and dividends in 
relation to the guidelines; 


—identifying actual or proposed movements that would contravene the 
guidelines in fact or in spirit; 


—endeavouring through consultations and negotiations with the parties 
involved to modify actual or proposed increases to bring them within the 
limits and spirit of the guidelines or to reduce their inflationary effect; 


—referring to an official with the authority of enforcement, to be called the 
Administrator in the proposed legislation, the actual or proposed move- 
ment of prices, profits, compensation and dividends if the consultations 
and negotiations do not lead to their modification; and 


—promoting greater public understanding of the inflationary process by 
publishing reports, arranging public hearings and meetings, and by 
other means. 


The Board, therefore, is designed to permit both flexibility and maximum 
co-operation. The Board will exercise all of the powers of a person appointed 
as a commissioner under Part | of the Inquiries Act and will, once the 
legislation is in force, have additional powers to obtain relevant information. 


Where the Board or the responsible Minister determines that there are 
reasonable grounds for believing that an actual or proposed movement of 
prices, profits, compensation and dividends has contravened or is likely to 
contravene the guidelines, the Board or Minister may advise the Administrator 
to this effect. The Administrator, an official to be appointed by the Governor- 
in-Council, will attempt to establish whether the supplier or employer has 
contravened or is likely to contravene the guidelines. He will also attempt to 
determine whether there are circumstances that justify the supplier or employ- 
er in contravening the guidelines. 


In those cases where the Administrator finds that the guidelines will be or 
have been contravened without good reason, the Act will empower the 
Administrator to order that: 


—the person be enjoined from contravening or continuing to contravene 
the guidelines; and 


—the person be required to pay to the government, or back to the buyer, 
as appropriate, the whole or any portion of excess payment or receipt, 
as the case may be, arising from that contravention of the guidelines. 


Those persons against whom the Administrator has acted will, during a 
period of sixty days, have a right of appeal. The legislation will establish an 
Anti-Inflation Appeal Tribunal, consisting of a chairman and others to be 
appointed by the government. The Tribunal will dispose of appeals by either 
dismissing them or by allowing them in one of three ways. The order of the 
Administrator may be entirely rescinded, the order may be varied or the matter 
may be referred back to the Administrator for reconsideration. An appellant 
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will be able to appeal the decision of the Appeal Tribunal to the Federal Court 
of Appeal. Further, the Cabinet within thirty days of an order by the Adminis- 
trator, will be permitted under the terms of the legislation to rescind the order 
of the Administrator or instruct him to vary his order. 


The federal government is obliging itself and all its crown corporations and 
agencies to follow the guidelines with respect both to prices and compensa- 
tion. The federal government is inviting the provincial governments to partici- 
pate in the program by adhering to the guidelines and submitting to the 
legislation in the same way as the federal government, both with regard to their 
own operations and the operations of provincial enterprises and agencies and 
municipalities. It is being proposed to the provinces that the Anti-Inflation 
Board would establish a distinct public sector panel to deal with prices and 
compensation in the public sector, and they would be invited to nominate some 
of the members of such a panel. Participating provinces would be expected to 
enact such legislation as may be required. Any province not prepared to 
participate would be asked to enact legislation essentially similar to the 
national regime. 


In addition to participating in the program in these ways, the provincial 
governments are being asked to undertake responsibility for a program of rent 
control and to regulate professional fees in accordance with the guidelines. It is 
expected that federal-provincial consultative machinery will be established in 
these important areas of the program. 


THE INITIAL GUIDELINES 


Introduction 


This section sets out the broad guidelines which all Canadians are being 
asked to follow. The government fully anticipates that the great majority of 
Canadians will be prepared to conduct their affairs in accord with the guide- 
lines. It therefore expects that the powers of enforcement applicable to 
specified groups identified under the legislation will have to be used only rarely 
and in exceptional cases. 


These guidelines are based on the principles proposed by the government 
in the consensus discussions of iast winter, a description of which was tabled in 
the House of Commons by the Minister of Finance on May 8. These proposals 
had benefitted greatly from the discussions with representatives of business, 
labour and the provincial governments. 


In this policy statement the guidelines are referred to as “‘initial’’ guide- 
lines. They have deliberately been so labelled in order to emphasize the 
willingness of the government to modify them in their technical aspects, in the 
light of considerations advanced in Parliament or Committees of Parliament, in 
the consultations with provinces, business and labour, by the Anti-inflation 
Board or by other interested parties. In moving into an unfamiliar field of 
administration, it is inevitable that important considerations will have been 


overlooked. The government in. addition wishes to have the flexibility to 


modify the guidelines as the program proceeds, the state of expectations in the 
economy returns to more normal levels and structural changes in the economy 
take place. 


The guidelines will be effective October 14. For purpose of those specified 
groups subject to legal enforcement of restraint, the guidelines will be issued 
as regulations under the legislation. Those regulations will be deemed to be 
effective October 14. 
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GUIDELINES FOR PRICE AND PROFITS 


General Principle 


Firms Which are Able 
to Allocate Costs to 
Individual Products 


Simple Numerical 
Example 


The general principle is that increases in prices should be limited to 
amounts no more than required to cover net increases in costs. The precise 
form of the objective will be adapted to the different circumstances of different 
kinds of suppliers, but should lead to broadly equivalent behaviour when these 
differences are taken into account. 


Firms which are able to allocate costs to individual products are expected 
to increase prices of these products by no more than increases in costs 
allocated to this product. Similarly firms are expected to reduce prices if costs 
decrease. If the firm can establish that the price in effect at the time of the 
announcement of the program was not typical, it may select another price 
which was in effect during the previous thirty days. 


Prior to October 14, 1975 After October 14, 1975 

Per Unit Total Per Unit Total 

Volume 5,000 5,200 

Employment 5 5 

Sales $20.00 $100,000 $21.05 $109,472 
Less Costs: 

Materials $ 6.00 $ 30,000 $ 6.36 $ 33,072 

Labour $12.00 $ 60,000 $12.69 $ 66,000 

Total Costs $18.00 $ 90,000 $19.05 $ 99,072 

Profit $ 2.00 $ 10,000 $ 2.00 $ 10,400 

Profit Margin 10% 9.5% 


In this example, material costs rise by 6 per cent or 36 cents per unit of 
output. Wage rates rise 10 per cent, but the increase in output from 5,000 units 
to 5,200 units is obtained with the same labour force due to an increase of 
productivity. Thus labour costs per unit of output rise only 5.8 per cent or 69 
cents. Taking labour and material costs together, the net increase in costs per 
unit is $1.05. Thus, the firm is entitled to increase its price by $1.05. Its profit 
per unit of output remains the same, but with larger volume total profits rise by 
4 per cent. In relation to sales, however, the margin of profit declines from 10 
per cent to 9.5 per cent. 


In setting prices which will be in effect for some period of time ahead, firms 
may make increases in prices on the basis of forecasts of cost increases. 


Firms Which are Unable 
to Allocate Costs to 
Individual Products 


Definition of Costs 


Frequency of Price 
Changes 


Distribution Sector 


These forecasts, however, should be based on known changes, or changes 
which can be expected to occur within the period for which the firms normally 
set prices in advance and which can be foreseen with a reasonable degree of 
assurance. 


To compute the increase in costs which may be passed on, it will be 
necessary to estimate the cost of a product on or near October 14, 1975. A 
similar estimate of the cost of the product in question must be made at the 
date the selling price is to be increased. The difference between the two cost 
estimates is the maximum amount by which prices should be changed. 


Costs may vary considerably from day to day and many firms may not 
customarily compute their costs on a daily basis. Therefore the two required 
cost estimates should be made on a reasonable basis, and both should be 
consistent with the firm’s usual accounting practices. Future cost increases 
that have been recognized in the October 14, 1975 selling price should be 
treated as if they had already occurred. They will therefore form part of the 
October 14 estimate of product cost. 


lf a firm finds it impossible to allocate costs to individual products, it 
should price its products in such a way as to leave its percentage pre-tax net 
profit margin no higher than 95 per cent of its average percentage pre-tax net 
profit margin in the last five completed fiscal years. The Anti-Inflation Board 
will be prepared to provide information on appropriate net margins to firms 
which have not existed long enough to have a five-year average. 


For the purposes of the percentage net profit margin guideline, profit will 
be defined as total operating revenue (computed in accordance with generally 
accepted accounting principles applied on a consistent basis) which can be 
reasonably regarded as having been earned in the normal course of business 
by the firm minus the costs allowable for the purpose of justifying price 
increases. The percentage net profit margin will be defined as profits divided 
by total operating revenue. 


The definition of costs allowable for purposes of justifying an increase in 
any price is that portion of the unavoidable outlays and expenses of the 
supplier (computed in accordance with generally accepted accounting princi- 
ples applied on a consistent basis) that can be reasonably regarded as having 
been made or incurred for the purpose of gaining revenue from the sale. The 
regulations will include a detailed list of items which should be excluded from 
allowable costs. Included in this list will be such items as losses resulting from 
occurrences which are not typical of the normal business activities of the 
supplier, capital losses incurred by the supplier, certain expenses which are 
incurred at the discretion of management, and the excess over the fair market 
value of goods purchased in non-arm’s-length transactions. 


Firms are expected to refrain from increasing the price of any individual 
product more frequently than once every three months, except where this 
would impose severe hardship on the firm. Retailers and wholesalers will be 
exempt from this requirement. 


In the distribution sector customary pricing policies are generally based on 
gross margins. Retail and wholesale firms should not increase markups on 
their various merchandise categories. Where the nature of the trade makes the 
application of this limitation impracticable, such firms should not exceed the 
percentage gross profit margin realized during the last complete fiscal year 
before October 14, 1975. The latter proposal would permit firms to follow their 
customary pricing practices and vary markups on particular products in line 
with market forces but restrict the gross profit margin expressed as a percent- 
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Food Prices 


Exports 


Financial Institutions 
and Interest Rates 
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age of total sales. If a firm finds it necessary to follow the more general 
percentage gross profit margin rule, it should ensure that no one product line 
has an excessive increase in its markup. 


Under the guidelines for the distribution sector, percentage net profit 
margins would not change significantly if operating costs rose at the same rate 
as material costs. If operating costs rose faster than the costs of goods sold, 
profit margins would be reduced. In some cases, operating costs may rise so 
quickly that absolute profits would fall. In such a situation firms would be 
justified in raising prices to restore the level of absolute profits to the level in 
the last complete fiscal year. If the costs of goods sold rose appreciably faster 
than operating costs, net profit margins would increase. In such cases, the firm 
should reduce markups in order to reduce its percentage net profit margin to 
the level in the last complete fiscal year. 


Prices received by farmers and fishermen for their products are exempt 
from the guidelines. The operations of marketing boards will be discussed with 
the provincial governments to ensure that they are consistent with the 
guidelines. 


The general obligations related to prices and profits would apply to 
processors and distributors of foodstuffs. 


Firms supplying the international market will be expected to sell abroad at 
international market prices and to ensure that, in selling products or services 
to a person or firm with whom they do not dea! at arm’s length within the 
meaning of subsection 251(1) of the Income Tax Act, the product or service is 
sold at its fair market value. In general, firms also supplying the domestic 
market will be expected to ensure that the domestic market is fully satisfied in 
terms of quantity, at a price consistent with the general guidelines. If a firm can 
demonstrate that it is setting its domestic prices in accordance with the 
cost-pass-through rule, and that its overall net margin on all sales satisfies the 
percentage pre-tax net margin rule, it will be regarded as having followed the 
guidelines. 


If, however, a firm can demonstrate to the Anti-Inflation Board the imprac- 
ticality of or hardship entailed in following the general guidelines, the following 
arrangements are proposed. The firm would price its domestic sales in a way 
consistent with the guidelines, and would be subject to a special levy on the 
profits derived from its export sales. If a firm can demonstrate to the Anti-Infla- 
tion Board that it would be impractical or harmful to the national interest for it 
to price in the domestic market differently than in the international market, the 
firm will not be regarded as having failed to follow the guidelines if it prices all 
its products at international prices, but would be subject to the special levy on 
all its profits. Once firms have received permission to be treated in a particular 
way, they will continue to be treated that way for the whole of the program. 


The nature and form of this special levy will be announced following 
consultations with interested parties. 


Banks and other financial institutions are expected to conform to the 
general principle: that is to say, increases in service charges and interest rates 
charged by these institutions should be justified by increases in the interest 
rates which they pay and increases in their operating and other expenses. It 
would not be feasible to control interest rates determined in financial markets 
given their nature and the importance of international capital flows to Canada. 
It should be stressed, however, that interest rates may be lower on average if 
the program. is successful in establishing a widespread expectation that the 
rate of inflation will steadily decline. Insurance premiums should be increased 


Regulated Industries 


Construction Industry 


Rents 


Selection of 
Guidelines 


Exceptions 


only by the amounts required to cover net increases in the cost of claims and 
operating expenses. 


Where industries are subject to regulation under existing statutes, as in 
transportation and communications, federal regulatory agencies are to use 
their powers over prices and the quality of service in order to ensure conformi- 
ty with the program. The provincial governments are being asked to instruct 
their regulatory agencies to do likewise. 


Whenever possible the cost-pass-through principle will apply to firms in 
the construction industry. For example, a contractor continuing to build houses 
of a similar standard and quality to those which he has been building in the 
recent past should increase the price per square foot only by the amount 
required to cover increased costs. Where cost allocation is not possible, the 
percentage net profit margin rule will apply, but there will be consultations with 
the industry to adapt it to the special circumstances which may prevail. 
Construction, engineering and other firms bidding on individual contracts for 
custom designed structures, projects and products are requested to follow 
their customary tendering procedures. Monitoring will take place to ensure that 
competitive conditions are being maintained. 


The provincial governments are being asked to undertake responsibility 
for implementing a program of rent control based upon the following princi- 
ples: (a) increases up to a certain percentage would be permissible, (b) 
increases above this percentage must be justified on the basis of increased 
costs, (c) new structures where rents have not yet been established would be 
exempt from control for at least five years after completion of the building, in 
the event that rent control should be in effect for that length of time. This is to 
ensure an adequate incentive for construction of new rental accommodation. 


The Anti-Inflation Board will have the right to advise firms which guidelines 
they should follow. Thus, the Board may represent to a firm that it can allocate 
costs to individual products and therefore should follow the cost-pass-through 
guideline rather than the percentage net profit margin guideline. It may advise 
a firm engaged in production as well as distribution that it should follow a 
single guideline or apply different guidelines to the different operations. 


None of the guidelines requires a firm to price in a way which will 
perpetuate or create a loss in its overall operations. 


A firm will be regarded as having acted in accordance with the program if 
its profit per unit of output or percentage net profit margin exceeded the 
guidelines as a result of unusual productivity gains resulting from the efforts of 
the firm, or of favourable cost developments which could not reasonably have 
been anticipated. 
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GUIDELINES FOR INCOMES 


Compensation: General 
Principles 


The Basic Protection 
Factor 
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There are four elements in the guidelines for wages and salaries and other 
forms of compensation. These are: 


1. The basic protection factor. 

2. Share in increases in national productivity. 

3. Adjustment for past wage and salary experience. 
4. Minimum and maximum dollar increases. 


These guidelines set the upper limits to increases in compensation which 
should be paid. Employees and employers will be free to negotiate new 
collective agreements and employers to increase pay scales for non-unionized 
employees, but these upper limits should not be exceeded. Future increases 
provided for in contracts and agreements in force as of October 14, 1975 
including cost-of-living adjustments, will be exempt from the guidelines. Where 
agreement has been reached by October 14, 1975 on compensation increases 
to be incorporated in new contracts, such increases will also be exempt from 
the guidelines. Special consideration will be given to those cases where 
contracts have expired and negotiations are underway, where the expired 
contract was signed prior to the beginning of 1974. 


Existing contracts may not be reopened without the consent of the 
Anti-Inflation Board. Employers are not allowed to agree during the program to 
pay increases after the termination of the program for services rendered during 
the program. 


The basic protection factor provides a substantial degree of the protection 
that will be afforded to workers against price |rises in the future. It will be 
supplemented, as the program proceeds, by the application of a retrospective 
provision that any excess of the cost of living increase over the increase 
provided for in the basic protection factor for that year may be included in the 
allowable compensation increase of the following year. 


In order to give guidance to those who wish to conclude multi-year 
contracts as well as to those who wish to make agreements for one year only, 
the basic protection factor will consist of three numbers, applicable to the first, 
second and third years of the contract, agreement or award. The initial set of 
numbers comprising the basic protection factor will be 8 per cent for the first 
year of a new contract, 6 per cent for the second year and 4 per cent for the 
third year. These basic numbers may be changed from time to time, probably 
more often than once a year, as the program proceeds and the rate of inflation 
in the economy changes. 


By way of amplification, it may be explained how this feature of the 
guidelines would operate in the second year of the program. Suppose that the 
cost of living index had risen by 9 per cent in the first year by comparison with 
the basic protection factor for that year of 8 per cent. Workers under two-year 
contracts would be allowed a 1 per cent increase to allow for the difference in 


Share in Increases in 
National Productivity 


Adjustment for Past 
Wage and Salary 
Experience 


the first year between the cost-of-living increase and the basic protection 
factor of that year, plus the 6 per cent basic protection factor provided in their 
two-year contract. Workers entering into new contracts at the conclusion of 
contracts negotiated under the guidelines would also be allowed the 1 per cent 
increase that provides the retrospective protection plus whatever is the current 
basic protection factor pertaining to the first year of new contracts. 


lf the consumer price index has increased by less than the basic protection 
factor, no adjustment need be made. 


In addition to the basic protection factor, the guidelines provide for a 
share in increases in national productivity. The standard amount provided for 
this in the initial period of the program is 2 per cent per annum. This compares 
with the average increase in productivity, defined as the real gross national 
product divided by the number of employed persons, of 2.08 per cent for the 
period 1954-74. 


A further element in the compensation guidelines is related to the past 
experience of each group. Some groups have fallen behind in the last two or 
three years because of the time at which their contracts were negotiated or for 
other reasons. It is essential that they should be provided with an opportunity 
to catch up. On the other hand, some groups have obtained relatively large 
increases in this period, and some element of adjustment for this situation is 
necessary if the program is to succeed. 


The adjustment for past experience is to be calculated as follows. The 
average annual increase in a group’s compensation in the last two years or 
over the life of the existing contract, whichever is the greater, is compared to 
the average annual increase in the consumer price index over the same period 
plus 2 per cent. If the group’s increase was the same as the national bench- 
mark, no adjustment is made. If its increase was 1 per cent smaller, then 1 per 
cent is added to the basic protection factor, plus the share in increased 
national productivity. If its increase was 2 per cent smaller, then 2 per cent is 
added. If its increase was 1 per cent larger, the 1 per cent is subtracted from 
the basic protection factor plus the share in increased national productivity. If 
its increase was 2 per cent larger, then 2 per cent is subtracted. This 
adjustment factor cannot exceed plus or minus 2 per cent. 


Thus, groups that have fallen behind may not recover all their losses in the 
first year. Losses will be carried forward into the future so that groups which 
incurred substantial losses in the recent past may achieve above-average gains 
in subsequent years. On the other hand, no group is asked to accept less than 
the basic protection factor as a result of this guideline. 


ALLOWABLE INCREASES IN THE INITIAL PERIOD 


Difference between 
group’s average 
gain and the na- 
tional benchmark —4 —-3 —-2 —1 0 1 2 3 4 


Basic protection 


factor 8 8 8 8 8 8 8 8 8 
Share in national 
productivity 7 2 2 2 2 2 2 2 2 


Past wage experi- 
ence factor 2 2 2 1 Os. Fe ae 2 ee 


Allowable increase 12 12 A2 11 10 9 
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Minimum and Maximum 
Dollar Increases 


Groups Covered 


22 


The fourth element in the compensation guidelines places minimum and 
maximum dollar limits on permissible increases. At the lower end of the scale, 
increases of $600 may be paid in any event, and regardless of the size of the 
increases received in the past two years. The $600 figure represents a 12 per 
cent increase for those earning $5,000 a year, about the minimum wage. At the 
upper end of the scale, no group, no matter what the change in compensation 
over the last two years, should have an average increase for its members of 
more than $2,400. This represents 8 per cent, the initial basic protection factor, 
of a salary of $30,000. The table below illustrates the effect of this guideline 
rule on different income groups. Someone earning $7,000 a year could get an 
increase of 8.6 per cent even if he had obtained large increases in recent years 
while someone earning $50,000 a year could get only a 4.8 per cent increase in 
any circumstance. The proportion of employees who will benefit from the 
minimum dollar provision will increase as the rate of inflation declines. 


ALLOWABLE INCREASES BY INCOME LEVEL AND PAST WAGE AND 
SALARY EXPERIENCE 


Difference between 
group’s average 
gain in last two 
years and nation- 


al benchmark oa ee eee ex) 0 1 2 3 4 
Income—$ Percentage and Dollar Increases 

5,000 IVomevomeleve sil2voumliayo, 12% 12% 12% tere 

600 600 600 600 600 600 600 600 600 

7,000 12% 12% 12% 11% 10% 9% 86% 86% 8.6% 

840 840 840 770 700 630 600 600 600 

10,000 IZ VA -levou: Miva iOve “9% ~ 8% .+* SYor sere 

1200 1200 1200 1100 1000 900 800 800 800 

25,000 9:6%' 9.6%" 9.67% 9.0% 9.6% ~ 9% 8% “S87 ne 

2400 2400 2400 2400 2400 2250 2000 2000 2000 

50,000 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 4.8% 


2400 2400 2400 2400 2400 2400 2400 2400 2400 


The guidelines apply to ‘‘groups” defined either as bargaining units or as 
combinations of employees which employers have established for the unilateral 
determination and administration of pay. Although the principles apply to 
groups rather than individuals, some groups such as executive groups may be 
very small, and some in very particular circumstances may even have only one 
member. The $2,400 maximum rule means that the average increase to all 
executives in a certain category cannot exceed $2,400, but some executives 
may receive more than $2,400 providing others receive less. 


Forms of Compensation 
Covered 


Promotions and 
Reclassification 


Piece Rates and 
Commissions 


Cases Where Groups 
Cover Wide Ranges 
in Incomes 


Exceptions 


Professional Income 


All forms of compensation, including for example fringe benefits, bonuses 
and stock options, are to be included in compensation for the purposes of the 
guidelines. Where it is administratively impossible to include any of these 
elements in compensation for purposes of calculating the past wage experi- 
ence factor, these elements may be excluded from that calculation. 


Increases in wages and salaries resulting from promotions from one 
established level to another are not covered by the guidelines. Employers 
should not, however, modify their existing promotion policies or their systems 
of job classification currently in force for the purpose of evading the guidelines. 
It should be pointed out that employers are obliged not only to limit the 
increases in pay scales for each category of employees in a group, but to avoid 
changing the proportion of employees in the various categories in a way which 
would result in an increase in average pay for the group in excess of the 
guidelines. 


The guidelines are not intended to prevent individuals from increasing 
their earnings under existing piece work, commission or production pay plans. 
When changes are made in such plans the effect will be determined by 
assuming the same amounts and kinds of output achieved in the past. The 
effect of changes in the plan will be subject to the guidelines. No limit will be 
placed on increases in earnings, under the new or revised plan, resulting from 
greater output. Changes in premium rates, such as overtime, must be included 
as a form of compensation. 


lf a group has members some of whom would be eligible for the $600 
minimum rule, and others who would not, members eligible for the $600 may 
be excluded in determining the average increase. 


It is difficult to develop a set of rules covering wages which are wholly 
equitable and capable of allowing wages to continue to play their important 
role in the allocation of resources. There will, therefore, be exceptions to the 
above guidelines. If an employer can demonstrate that he cannot attract or 
hold workers at existing wages and that an increase above the guidelines is 
necessary, the employer will not be regarded as having breached the 
guidelines. 


There may also be other grounds for exceptions, such as increases 
necessary to maintain long-established historical relationships between wages 
in closely related groups and other special cases of equity. Employers may also 
grant increases in compensation above the guidelines if such increases result 
from taking measures to improve the health or safety of the employees while at 
work, to eliminate restrictive work practices, to offset experience deficiencies 
in pension funds, or to eliminate sex discrimination in pay practices. 


Increases in fees for professional services, such as the services of doctors, 
lawyers and accountants should be governed by the same general principles as 
apply to other prices and incomes. Specifically, professional fees should be 
increased only by the amounts required to cover the increased costs of 
providing the services and to improve the net income of the self-employed 
professional person by the same amount as would be available to the salaried 
professional person. Thus the $2,400 maximum increase would apply in the 
determination of professional fees. Professionals would, of course, have the 
right to increase their incomes by more than $2,400 if that increase reflected 
increases in workload. The basic fee schedule must not be increased, however, 
in a way which would allow the average professional working the same amount 
as in the base year to increase his income by more than the guidelines permit. 
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Dividends 
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The provincial governments are being asked to use the guidelines as the 
basis for setting fee schedules in areas such as health where they have direct 
control, and to use their powers and influence to ensure that in other areas fee 
schedule changes are in conformity with the guidelines. 


The general principle will be that there will be no increases in the first year 
in the dollar level of dividends per share from the last completed fiscal year. 
Exemptions may be granted in such cases as where a firm could show that an 
increase was necessary in order to raise new equity capital or a firm could 
show that last year’s dividend was clearly atypically low. 


CONCLUSION 


Canada today is confronted by major challenges and major opportunities. 
We are richly endowed with resources in a world that is becoming increasingly 
short of them. But we must meet the challenges that now face us if we are to 
realize fully the opportunities unfolding before the nation. 


What is required is a broad national program and a concerted national 
effort to resolve the serious problems that have emerged out of rapid and 
far-reaching changes in economic conditions and circumstances at home and 
abroad over the past few years. 


As a first essential, it is imperative that we take determined action as a 
nation to halt and reverse the spiral of costs and prices that jeopardizes the 
whole fabric of our economy and of our society. This will require the exercise of 
restraint by every sector and the pursuit of fiscal and monetary policies aimed 
at ensuring sustained and stable economic growth. Over the longer term, we 
must make our economic system more innovative, dynamic and efficient by 
reducing existing rigidities and intensifying competition. We must deal with 
major structural problems so as to ensure an adequate supply of energy, food 
and housing to meet our needs in the years ahead. And finally we must ensure 
that sufficient physical and financial resources will become available to com- 
plete the massive new capital investment that is required over the next decade 
and more, to increase substantially our productive capacity, employment and 
our real standard of living. 


In all of these undertakings, governments at all levels can and must 
provide leadership and direction, but they cannot act alone. All sectors of the 
economy must actively cooperate together. This in turn requires the fullest 
possible discussion and consultation among us on how best to achieve our 
mutual goals. 


The attack on inflation set out in this paper is designed to ensure that the 
recovery of our economy from its present recession leads to healthy and ~ 
enduring growth of employment and real incomes. These basic objectives are 
shared by labour, by business, by governments and indeed by all Canadians. 
We all have a compelling interest to work together to foster and promote the 
national interest. 
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